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COMMISS ON REAFFIRMSKEY CALIFORNIA RULINGS

In abroad rehearing order that addresses anumber of wideranging issues rdated to Cdifornia
and the western energy markets, the Federd Energy Regulatiory Commission today generdly resffirmed
itskey earlier decisons on pricing and price mitigation messures.

Amid voldile price fluctuaionsin the Cdifornia dectric markets lagt year, the Commisson
launched aseries of srong initiatives designed to remedy the serious problems affecting the Cdifornia
markets.

In August 2000, the Commission ordered an investigation and hearing into rates for energy
and andllary sarvices of dlersinto the Cdifornia Power Exchange (PX) and Independent Sysem
Operator (1SO) spot markets. The PX was the scheduling coordinetor for Cdifornids investor-owned
utilities aswel as other market participants.

Following ag&ff invedtigation thet found the market structure and rules for wholesdle sdles of
dectric energy in Cdiforniato be "serioudy flawed,”" the Commission issued asaries of ordersto bring
dahility to the markets. In December 2000, the Commisson established guiddines to remedy the
fdtering markets, induding ending the PX's buy/sdll requirement and cdling for the establishment of a
progpective price mitigetion plan. The Commisson aso dited the fundamenta need to reduce the
market participants reliance on spot markets, which tend to be more volatile, and directed the
participants to enter into longer-term contracts.

Today's order addresses rehearing and darification requests for the Commisson's August 23,
November 1, December 8 and December 15, 2000 orders dong with its March 9, June 19, and July
25, 2001 refund and price mitigation orders,
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Inits changes and daifications the Commisson:

. datesthet governmentd sHlers (federd and muniapd utilities) and Rurd Utilities Sarvice-
financed cooperatives are exduded from price mitigation as it gppliesto bilaterd transactions
outside the | SO spot markets and aso with the mugt-offer requirement outside Cdifornia

. diminates the underscheduling pendty that was established in the December 15 order.

. provides an opportunity for marketers, load-serving entities and hydrodectric units sdling inthe
Cdifornial SO and PX spat markets, to submit evidence that the refund methodology resultsin
atotd revenue shartfdl for their transactions; this gpplies during the refund period, after the
refund hearing is conduded.

. darifiesthat generators subject to the mugt-offer requirement should be able to recover their
cogsfor complying with the 1SO's indructions to keep their units a minimum load Satus and
directs the 1SO to pay these codts, regardless of whether the |SO buys the power.

. daifiesthet units operating outsde Cdiforniamay sat the mitigated market dearing price

. daifiesthat the mitigated market dearing priceisto be st by the proxy price of the lat unit
digpatched, rather than the lower of the proxy price or the actud bid of the margind unit.

Inardaed but separate order, the Commisson dtered the price mitigation methodology for
spot market transactions for the west-wide market for the winter season (Docket No. EL01-68-000).
Thisrecdculaion, desgned to hdp the west through the winter season, will bring continued price
dability and baance to the western markets, the Commisson said, Sncethe areathe 1ISO srvesisa
summer peeking sysem and alarge area of the 11-date Western Systems Coordinating Coundl
(WSCC), espedidly the Northwest, consgts of winter peeking sysems. The change, which extends
from the date of this order through April 30, 2002, istriggered when the average of three gasindices
increases 10 percent from the leve |ast used to cdculate the mitigated price. Today's order addresses
Issues raised as aresult of aJune order in which the Commisson adopted amitigation plan for the
Cdifornial SO's organized spot market sdes, aswdl asfor bilaterd gpoot market sdes throughout the
WSSC region.
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QUESTIONSAND ANSWERS

Q. What comprises the price mitigation in effect in the |SO oot marketsin Cdifornia under the
Commisson's previous orders?



A. Current price mitigation mesesures use asngle market dearing price derived from mugt-offer
and margind cogt bidding requirements for hours of resarve deficiency (when resrves are
bdow 7 percent) in Cdifornia s organized oot markets. Generators submit bidsthet are no
higher than their margind codts, induding the cost to replace gas used for generdtion, and
marketershid as price takers. The mitigated market dearing priceis based on the margind
cogt of the leest efficent unit digpatched in the ISO' sred-time market, using thet unit's heat
rate, the average of the mid-point of the monthly bid-week prices reported for SoCd Gas
(large packages), Mdin, and PG& E dity-gete, and a$6/MWh O&M edder. Biddersinvoice
the ISO directly for the cogt to comply with emissions requirements and for Sart-up fud cods
For sdles during non-reserve deficiency hours (when reservees exceed 7 percent), the market
may dear a no higher than 85 percent of the highest 1SO hourly market dearing price
established during the hours when the lagt reserve deficdency wasin effect. Sdlers other then
marketers may seek to judify bids above the mitigated prices. A 10 percent creditworthiness
adder isinduded as a surcharge on market dearing prices.

All non-hydropower generators sdlling through the ISO' s markets mudt offer dl of ther
cgpadity inred-timeif it isavaladle and not dreedy scheduled to run. The price mitigation and
mug-offer obligations gpply to dl public utilities asswdl asto governmentd entities and
cooperdives not otherwise subject to Commission rate reguletion.

Q. What comprises the price mitigation in effect in the rest of the Western Systems Coordinating
Coundl (WSCC) under the Commisson's previous orders?

A. For soot sdesoutdde the ISO' s Sngle price auctions, the mitigated prices goply asamaximum
price and sdlers can recaive the prices they negatiate up to those maximum prices. All sdlers
with the excegption of marketers and hydrodectric resources mugt offer ther capacity thet is
available and not dready scheduled to runin WSCC spot markets. The creditworthiness
adder isnot pad for these transactions.
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Q. Does the refund methodology being used in the hearing procesding before Adminidretive Law
Judge Birchmen differ from the price mitigation method?

A. Yes intheserespects (1) The Commisson hed in the duly 25 refund Order thet gas cods for
past periods should be determined by using the daily oot market price for gas, rather then the
monthly bid-wesk prices used for progpective mitigation in the June 19 Order. The
Commisson aso separated the dates gas market into northern and southern zones, gpplying a
northern and southern gas cost depending on whether the margind unit islocated in northern or
southern Cdlifornia; and (2) suppliers may net their demondrable emissons codts from their



refund ligbility (as opposed to invoicing the 1O for them).
Q. How does this rehearing order modify the exiging price mitigation and refund formula?

The rehearing order grants rehearing of the previous ordersin four respects

1) it departs from the June 19 Order to exdude governmentd entities and cooperatives
(referred to as "norHpublic utilities' in thet order) from price mitigation with respect to bilaterd
transactions outsde of the 1SO spot markets, and with repect to the must-offer requirement
outsde of Cdifornia See section E.10. It retains price mitigation and potentia refunds for
governmenta entities and cooperatives that sl through the [ SO.

2) it diminates the underscheduling pendty that wasindituted in the December 15 Order. See
section C.2.

3J) it grants rehearing to modify the way the mitigated market dearing priceis cdculated to
aoply the"North" gas cogt index to the unit in the North with the highest heet rate, and gpply the
"South”" gas codt index to the unit in the South with the highest heet rate; whichever unit hesthe
highest total cogtswill then sarve as the sysemwide margind, market dearing unit. See
sction B.2a

4) it provides an opportunity for marketers, load sarving entities, and hydro units to submit
evidence dter the condusion of the refund hearing thet the refund methodology resuitsin atota
revenue shortfdl in the Cdifornial SO and PX spot markets for their transactions during the
refund period. See sectionsB.1.c.and F.

Also, the rehearing order reflects two modifications discussed in the rdlated
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compliance order, to beissued concurrently with the renearing order (E-35). Frg, the
compliance order darifiesthat generators subject to the must-offer requirement should be able
to recover thar cods for complying with the 1SO's indructions to keep thair units a minimum
load Satus, and directsthe SO to pay these cogts. See section E.2.a of the rehearing order.
Seocond, the compliance order darifiesthat a system emergency should be triggered by reeching
a7 percent reserve deficiency, not when the 1SO cdlsa Stage 1 emergency. See section E8.

In addition, the rehearing order darifies severd Sgnificant agoects of exising price mitigation.
Hrd, it daifiesthat the mitigated market dearing price isto be st by the proxy price of the last
unit digpatched, rather than the lower of the proxy price or the actud bid of the margind unit.
See sction B.2a  Second, it daifiesthet units operating outdde of Cdiforniamay st the
mitigated market dearing price. See section B.2a Third, it darifies thet subsequent changesin



the mitigated market dearing prices will not impact prices settled the day or hour ahead in
Andllary Savicesmarkets See section B.2.g. (Thisisdso discussad in the rdated
compliance order that is being issued concurrently with the rehearing order. See section E.3. of
the compliance order.) Fourth, the renearing order darifiesthat, as price tekers, marketersand
load serving entities that choose to participate in the red-time spot market mugt bid &
SO/MWh. See section B.1.c.

What action does the rehearing order take with repect to governance of the 1SO and the
independence of the organization”?

The rehearing order does nat act on governanceissues. See sections C.4. and E8.

How does the rehearing order resolve rdated issues for the Padific Northwest raised in Puget
Sound' s complant?

The rehearing order does not act at thistime on the Pacific Northwest complaint (Docket No.
EL01-10-000). Seessction G.
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